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MEMORANDUM





TO:		Certified Public Accountants and Finance Officers of Counties, Municipalities, Boards of Education and Public Authorities





FROM:	Craig M. Barfield, Director


		Fiscal Management Section





SUBJECT:	Audit Requirements for Fiscal Year-Ended June 30, 1997





The federal Single Audit Act Amendments of 1996, which were signed into law on July 5, 1996, significantly changed the audit requirements for governments that receive federal assistance.  In accordance with G.S. 159-34, the Local Government Commission has decided to revise the rules relating to audits of local governments and public authorities in North Carolina to implement the federal changes and to revise the State requirements.  The following questions and answers summarize the audit requirements for the fiscal years ending on or after June 30, 1997.  Our office will issue more detailed guidance on these issues in the 1997 revisions to the Audit Manual for Governmental Auditors in North Carolina.  If you have any questions concerning the information in this memorandum, please contact Cheryl Spivey at 919/715-3736.





What type of audit is required for the fiscal year-ended June 30, 1997?





All local governments and public authorities subject to G.S. 159, The Local Government Budget and Fiscal Control Act, must have an audit performed in accordance with generally accepted auditing standards.





Local governments and public authorities that expend $100,000 or more in combined federal or State financial assistance must have an audit performed in accordance with Government Auditing Standards.





Local governments and public authorities that expend $300,000 or more in federal financial assistance and/or expend $300,000 or more in a single State financial assistance program must have a single audit performed in accordance with OMB Circular A-133.  Payments for which a county or special district performs certain functions that result in benefit payments being made directly from the State to recipients (e.g., Medicaid, Food Stamps, AFDC, WIC, etc.) should be included when determining whether a single audit is required.





What is a major State program?





A major State program is defined as a program with State expenditures and/or State benefit payments of $300,000 or more.





What is a major federal program?





A major federal program should be determined in accordance with the guidance provided in OMB Circular A-133, which uses a risk-based approach.


Step 1 - The Auditor will identify the larger federal programs which will be labeled Type A programs.  Type A programs are defined as federal programs with federal expenditures during the audit period exceeding the larger of $300,000 or three percent of total federal expenditures.  Federal programs not labeled Type A shall be labeled Type B programs.





Step 2 - The auditor will identify Type A programs which are low-risk.  For a Type A program to be considered low-risk, it will have been audited as a major program in at least one of the two most recent audit periods, and, in the most recent audit period, it will have had no audit findings.





Step 3 - The auditor will identify Type B programs which are high-risk.





Step 4 - At a minimum, the auditor will audit all of the following as major programs:  1) All Type A programs, except the auditor may exclude any Type A programs identified as low-risk; 2) At least one half of the Type B programs identified as high-risk, except that the auditor is not required to audit more high-risk Type B programs than the number of low-risk Type A programs identified as low-risk; and 3) Such additional programs as may be necessary to comply with the percentage of coverage rule, which may require the auditor to audit more programs as major than the number of Type A programs.





Percentage of coverage rule - The auditor must audit as major programs federal programs with federal awards expended that, in the aggregate, encompass at least 50 percent of total federal expenditures.  For low-risk auditees, the percentage of coverage is 25 percent.





For first-year audits, the auditor may elect to determine major programs as all Type A programs plus any Type B programs as necessary to meet the percentage of coverage rule.  A first-year audit is the first year the entity is audited under this part or the first year of a change of auditors.  To ensure that a frequent change of auditors would not preclude the audit of high risk Type B programs, this election for first-year audits may not be used by an auditee more than once in every three years.





How is a major program determined for programs that have both federal and State expenditures?





Auditors should not combine federal and State expenditures when determining major programs.  However, if a program is determined to be either a major federal program or a major State program, the whole program should be tested as a major program.  However, if the program is not determined to be a major program using the federal guidance, it should not be included when calculating the percentage of coverage.





Is the auditor required to give an opinion on compliance with laws and regulations?





The auditor is required to give an opinion as to whether the recipient has complied with laws, regulations, and the provisions of contracts or grant agreements, noncompliance with which could have a direct and material effect on each major federal and State financial assistance program.  For purposes of this opinion, auditors should include federal benefit programs if expenditures made by the local government plus the benefit payments issued by the State meet the threshold for a Type A program.  State benefits programs should be included if the combined amount is $300,000 or more.





Is the auditor required to report on internal control related to major programs?





The auditor is required to report on the internal controls over all major federal and State financial assistance programs.  This includes federal programs audited as major programs under the percentage of coverage rule.  However, if total federal expenditures are less than $300,000, the percentage of coverage rule does not apply.  For purposes of this report, auditors should report on the internal controls of federal benefit programs if the expenditures made by the local government plus the benefit payments issued by the State are in excess of the threshold for a Type A program.  Internal controls over State benefits programs should be reported on if the combined amount is $300,000 or more.


